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I must point out that even if aotual currency figures were available, they
would not be of great value for anslytle purposes because during the peried
between the end of World War II and the advent of the Communists, the Chinese
dollar was steadily and repidly depreciating, and it would be nearly impossible
to convert aemounts in Chinese dollars into eny stable currency at a reslistic
exchange rate, A paymert made in Jenuary would have to be converted at a

different rate from one made in June or in December.

Further beceuse of

the currency depreciation a vielent inflation of demestic prices ecoourred.
Thus payments for locsl products or for wages also inoreased steadily. What
it comes to is that local ourrency amounts do not afford a reliable yard
stick to measure values., Since the Communists took control in 194P, their
currency theoretically has remained feirly stable but signs of an actusl
depreciation are appearing and suggest that the theorstical stability has
been maintained largely by the prohibition of private foreign trade; official
exchange quotations mean little or nothing if no one is permitted to bmy or
gell, For this reason I would hesitate to teke present costs in Jen Min Piso
{Communist currency) converted into US$ at the official rate as valid.

20 In general the rates charged consumers by the power and light companies in
the smaller cities of China, or at leest of the lower Yengtze valley, tended
%o be much the same in one city as in another. These rates were somewhat
higher then the retes charged in Shanghai, which was & very much larger market
especielly for industrial consumption. The spread between Shanhai rates
snd the outpert rates was gradually decreasing however, Beoause of the
repid depreciation of the currency, all of the companles were forced te
apply constantly for rate increases, snd such spplications finally beceme
routine every three months., Socme of the companies were in better finamoial
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condition than others snd did not really need the same rete increases
but as a matter of policy they joined the weaker companies in the demands
¢f the latter, The stronger sompsnies then made some concessions to
their own consumsrs without makirg formal rate ohanges.

The coste of the several companies expressed in peroentages of groas

revenue for wages, cost of adminietration, and depreclstion did not vary
greatly between one small company and snothers For ressone whioh are
explsined below there was s great differense In the cost of fuel and
lubricsnts between different companies ard,ss fuel and ludbrioants oconstituted
the major operating cowt, what profits or what losses a oompany made depended
almost sntirely on what it paid for fusl and lubrioants.

50X1

The Yung Yao Oompany’s consumption was divided roughly 38X domsstie oonsumption,
56% industriel consumption and 10¥ munioipel consumption (street lighting and
muniodpsl btuildings}. The industrial consumption was & higher percent in
Ningpo then in most of the other small cities. In the latter, domestlo and
industrisl comsumption were probably sbout even, Large industrial consumers
were granted dlssounts or wers charged a sliding soale, the charges decreasing
83 the consumpticn rose.

All of the companies |operated onfuel oil. I have
heard that the Yung Yac Co's plant has besn converted to ooal tut 50X1
I cannot vouch for the fast. The Yung Yac Co, being in a good financial
condition, made a practics of (a) contracting with one of the major US oil
compenies for ail of ita fuel and lubricant requiremenmts for a year (or
sometimes for two years) forwards (b) it then bought US$ forward to pay

for the fuel and lubricants as delivered. By so doing it fixed the price

of its fuel and lubricents im local currency at the exchange rate ourrent

at date of contracbing. Because of the rapid depreciation of the Chinese
dollar during 1846-49 this policy paid handsomelys In fact the company's
profits were in reality exchange profits rather than operating profits.

By this method the Yung Yeso Co held ita fuel and lubricant costs to epprox-
imstely 70% of its gross revenus, The weaker companies which did not have

the cash to settle sxchangs forward were forsed to buy their fuel and lubriocsnts
month te month, The result, in many cases was that the cost of fuel and
lubricents excesded the totel gross revenus, because while rate inoreasss

wore granted, it toovk from thres to six months to get the incresses approved
and put into effect. The revenue,therefore, was being collected on 50X1

bazls of costs six months earlisr, and the costs meanwhile had mounted with

the chenge in exchange.

Administrative costs and labor together required approximately 16% of the
£ross revemus,

Depreciation waz at varying rates for buildings and for different classes
of equipment. Depreciation rates were set by government authority and were
the seme for all companies. Depreciation reguired epproximately 5% of the
gross revenue.

Formal taxes wers light, ‘ ‘the only formal tax
collected was the business tax of LU% of the met profits paid by all
commercial and industrial enmterp rises. HEowever, in addition to formal
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texes public utility companies wers expected to ocontribute liberally to
local welfare funds. Further while the authoritlies were supposed to pay
for current supplied for municipal use, in fact they never did so. In
the csse of the Yunmg Yeo Co, &s already noted, municipal consumption
emounted to ebout 10%Z of the total,

During the peried 1946-48 many of the ocompenies m de no profits at all
beocause of their inability to inoresss their tariffs suffioclently promptly
to meet their mounting costs. Obher companies, like the Yung Yao Co, whiloh
ocovered fuel and lubrioant cocsts by forward exchange purchases, made satls-
factory profits. Prior to the outbreak of the fighting with Japan /19377
the Yung Yao Co had paid dividends of as mush as 20%. During the post~
war pre-Oommud st period /1946-487 the Yung Yso Co as a matter of polley
reduced its dividend payments to eight or ten percent and used the remsin-
ing profite to incremse its ocapitalization. This wes done in antiloipstion
of the poseible netionslization of public utilities. & physiocal valuation
of the Yung Yao plant made in 1948 showed masets of between US§3 and §6
million as against s much smaller oapitalipation, ahout US$E00,000 if I
remember ocorrectly. In event of nationallzatiom, the govermment would
probebly propose to repay the ompital investment to share holders rather
than the physical velue ¢f the assets and it was, therefore, imperative to
bring the cspitelization more nearly in lins with the physical values.

I have no information on the Yu 's opera inoe the Communists
came into control, but I have heard a report that 50X1
the company hes pald a dividend, Thls seems extraordinary but may be correct.
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